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 On August 10, 2015, Precision Castparts Corp. (NYSE: PCP, “PCP”) 

announced that the Board of Directors of PCP unanimously approved a 

definitive agreement for Berkshire Hathaway (NYSE: BRK.A, NYSE:BRK.B, 

“BRK”) to acquire PCP for $235 per share in cash. 

  

 In the last 2 years, the PCP Board of Directors authorized and executed 

$2.5bn of share repurchases (10% of share capital) at an average price of 

$221.28 per share (a 6% discount to the BRK offer). $1.3bn of the share 

repurchase occurred at an average price of $235.24 per share (above BRK’s 

offer price). 

 

  

PCP: Modern Day Value Investing – BOD Buys Back Shares At $250 Per Share & Recommends 

Sale At $235 Per Share – PCP Shareholders Should Vote No 

August 13, 2015 

Market Information  

  
Share Price $ $230.80 
52 Week High $249.12 
52 Week Low $186.17 
3M Avg Vol. $mm $209.50 
  
Mkt Cap $bn $31.7 
Firm Value $bn $36.0 

 
 
 

Financials ($mm) 2013 2014 2015 

    
Revenue 8.378 9,533 10,005 
EBIT 2,190 2,659 2,604 
  % Margin 26.1% 27.9% 26.0% 
  % Growth 20.6% 21.4% (2.1%) 
Net Income 1,458 1,777 1,530 
  % Margin 12.2% 24.0% 10.2% 
  % Growth 19.1% 21.9% (13.9%) 
EPS 9.94 12.12 10.66 
  % Growth 18.2% 22.0% (12.0%) 
Div. Per Share 0.12 0.12 0.12 
    
Net Debt / (Cash) 3,527 3,210 4,112 
Net Debt / EBITDA 1.5x 1.1x 1.4x 
    
ROE 16.1% 16.6% 13.9% 
ROIC 13.2% 12.3% 10.2% 
5 Yr Avg ROIC   13.2% 
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On August 10, 2015, Precision Castparts Corp. (NYSE: PCP, “PCP”) announced that the Board of Directors of PCP 

unanimously approved a definitive agreement for Berkshire Hathaway (NYSE: BRK.A, NYSE:BRK.B, “BRK”) to 

acquire PCP for $235 per share in cash.  

 

In the last 2 years, the PCP Board of Directors authorized and executed $2.5bn of share repurchases (10% of share 

capital) at an average price of $221.28 per share (a 6% discount to the BRK offer). $1.3bn of the share repurchase 

occurred at an average price of $235.24 per share (above BRK’s offer price). 

 

 

 

A share repurchase is a form of capital allocation and is considered relative to investing in current operations, 

investing in a new business (potentially M&A), and paying a dividend. Board of Directors oftentimes select the 

method of capital allocation that drives the highest rate of return. For example, borrowing money from a bank at 

10% to invest in a new plant that is expected to generate 2% return per year is value destructive. To be clear, 

Board of Directors are always supposed to seek to allocate capital to the project that yields the highest returns. 

Several PCP investor presentation mention expected divisional rate of returns in the “mid teens”. We have not 

found a mention by PCP for an investment IRR hurdle. The March 2014 annual report highlights bonds at 5.6% 

interest rate so it’s fair to assume that the Board had to have a required IRR above 6%. When the PCP Board of 

Directors considered and recommended the BRK offer at $235 they had to consider the return achieved by the sale 

of the business as opposed to the future potential returns the business could generate. We would compare the 

Board of Directors investment decision from May 13, 2015 when with PCP trading at $208 per share the Board 

chose to execute the largest single share repurchase of the last 2 years allocating a new $2bn to share repurchase.  

 

Acquisition Price represents only a 6% premium to a Board highlighted UNDERVALUED  Price

Precision Castparts (PCP) - Reecnt Share Repurchase History

Jun 13 Sept 13 Dec 13 Mar 14 Jun 14 Sept 14 Dec 14 Mar 15 Jun 15

(Year End March 31) Q1 14 Q2 14 Q3 14 Q4 14 Q1 15 Q2 15 Q3 15 Q4 15 Q1 16 Cumul.

  Share Price During Period

Low 180 211 227 243 238 226 215 186 200

Average 202 225 251 259 256 243 231 212 210

High 227 254 272 275 275 261 245 242 222

Number of shares repurchased (mm) 0.800 1.000 0.035 0.764 0.637 2.260 0.836 3.486 1.292 11.110

Total spend on share repurchase ($mm) 156 221 9 194 159 524 194 730 271 2,458

  Price per share on repurchase 195.00 221.00 257.14 254.53 249.24 231.90 232.07 209.35 210.01 221.28

    Premium / (Discount) of BRK Offer 20.5% 6.3% (8.6%) (7.7%) (5.7%) 1.3% 1.3% 12.3% 11.9% 6.2%

Cumulative shares purchased 1 1.800 1.835 2.599 5.496 6.331 9.812 11.104

Cumulative spend on repurchase 156 377 385 580 1,263 1,457 2,186 2,457

  Implied cumulative price per share of repurchase 195.00 209.44 209.81 223.21 229.82 230.12 222.79 221.27

    Premium / (Discount) of BRK Offer 12.2% 12.0% 5.3% 2.3% 2.1% 5.5% 6.2%

Comments

 - Since March 2013, PCP acquired 11.1mm (10% of outstanding) shares for $2.5bn and an average price of $221.27 per share 

 - BRK offer represents a 6% premium to the PCP cumulative and large share repurchase program to date

 - PCP spent $1.3bn to buyback PCP shares at an average price of $235.24 (over the BRK acquisition price)

 - Share repurchases occur when Board of Directors believes company share price is undervalued

 - Major increase in Share repurchases in Q2 15 - $525mm at apprx $232 per share as PCP price falls from highs of $270 per share (fair value)

 - How can PCP Board authorise share repurchases at $250 per share and less than a year later accept a takeover offer for 

$235 per share (8% less)
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Assuming a 10% return on that investment would imply a share price of $229. Accepting a takeover offer at $235 

implies a 2.7% takeover premium. 

 

In the analysis below, we assume a minimum required rate of return for capital allocation of 10%. Therefore, when 

PCP chose to buyback shares it expected to generate a 10% return on the investment.  

 

Taking the maximum blended price paid by PCP for share repurchases of $257.14 and adding back the estimated 

(conservative) 10% IRR or $25.71 per share implies a standalone fair value of $283 per share. Alternatively, taking 

the cumulative blended price paid for share repurchases over the last 9 quarters of $221.28 and assuming a 10% 

IRR per year would add back $22 in year 1 and $24 in year 2 implying a share price of $268. 

 

M&A transactions oftentimes (vast majority) require a control premium, also called an M&A Premium. Several 

studies across various sources highlight the average takeover premiums are between 15% and 35%.  

 

Taking the Board implied price of $283 per share ($257 + the 1 year of return) and adding 15% (a conservative 

takeover premium) yields an implied fair value takeover price of $325 per share.  

 

The BRK offer at $235 per share represents a 28% discount to the implied M&A Valuation. Alternatively said, Mr. 

Buffett has a minimum 28% margin of safety.  

 

The table below, highlights a range of PCP takeover prices based on the required rate of return for the Board share 

repurchase (please note only assumes 1 year although share repurchase is 9 quarters old) and a takeover premium 

as well as the discount of BRK’s offer to the real takeover price. The left hand column shows the total 9 quarter 

cumulative implied average price paid for share repurchases of $221 which implies a takeover price of $280. The 

middle column shows the LTM Maximum price paid of $232 which implies a takeover price of $293. The data tables 

show a range of implied PCP takeover prices based on the PCP Board of Directors minimum return hurdle for the 

share repurchase as well as various takeover premiums.  

 

The current recommended offer of $235 implies the PCP board of Directors expect a 0% return on the maximum 

blended price paid for the share repurchase during one quarter during the last 12 months and 0% takeover 

premium. 

 

 

 

 

 

 

 

 

 



   
 

   
PRECISION CASTPARTS (PCP:NYSE) MODERN DAY VALUE INVESTING PART 2 4 

 

 

 

In May 2015, the Board authorized a new $2bn share repurchase program once again highlighting the 

undervaluation of the PCP shares. The plan is the largest single plan since January 2013 share repurchases started. 

The plan was announced while PCP was trading at $208 per share.  

 

 

 

Minimum M&A price for PCP of $294 per share - BRK offer $235 per share undervalues PCP

Historical Share Repurchase Considerations and Implied M&A Valuation What is the PCP Board of Directors Doing?

Cumul. Maximum

Avg LTM Cumul.

Implied Price paid for PCP Shares 221.28 232.07 257.14  - Assume the implied LTM Avg Share Repurchase Price of $232

Add Back: % undervaluation of shares 10.0% 10.0% 10.0%  - Assume a 10% required IRR over 1 year (not 2 - conservative)

Implied Fair Value of PCP Shares 243.41 255.27 282.86 for capital allocation implies a fair value of $255

  Add: M&A % Premium to Fair Value of shares 15.0% 15.0% 15.0%  - Assume a required M&A premium of 15% implies fair value M&A

Implied M&A Value of PCP Shares 279.92 293.56 325.29 price of $294

BRK offer Price 235.00 235.00 235.00  - BRK offer represents a 20% discount to minimum PCP takeover 

    Premium / (Discount) of BRK Offer (16.0%) (19.9%) (27.8%) price

Implied PCP Share Price in M&A based on Share repurchase IRR BRK Offer Price premium / (discount) to estimated real PCP Transaction Value

Board Mininum Required IRR Undervaluation Driving Repurchase

294 0.0% 5.0% 10.0% 15.0% 20.0% 25.0% 30.0% 0.0% 5.0% 10.0% 15.0% 20.0% 25.0% 30.0%

0.0% 232 244 255 267 278 290 302 0.0% 1% (4%) (8%) (12%) (16%) (19%) (22%)

5.0% 244 256 268 280 292 305 317 5.0% (4%) (8%) (12%) (16%) (20%) (23%) (26%)

M&A 10.0% 255 268 281 294 306 319 332 M&A 10.0% (8%) (12%) (16%) (20%) (23%) (26%) (29%)

Prem 15.0% 267 280 294 307 320 334 347 Prem 15.0% (12%) (16%) (20%) (23%) (27%) (30%) (32%)

20.0% 278 292 306 320 334 348 362 20.0% (16%) (20%) (23%) (27%) (30%) (32%) (35%)

25.0% 290 305 319 334 348 363 377 25.0% (19%) (23%) (26%) (30%) (32%) (35%) (38%)

30.0% 302 317 332 347 362 377 392 30.0% (22%) (26%) (29%) (32%) (35%) (38%) (40%)

In a conservative case, the BRK offer implies the PCP Board recommended an offer that implies a 0% minimum IRR for PCP LTM

share repurchases and 0% takeover premium compared to the May 2015 $2bn share buyback decision

May 2015, PCP Board Undervaluation by Authorizing new $2bn Repurchase Program

PCP Share Repurchase Plan Overview

 - During FY 2013 through 2015, the Board of Directors approved $2.5bn for use in the Company's Stock Repurchase Program

    - On January 24, 2013, PCP  publicly announced that the Board of Directors had authorized a program for PCP to purchase up to 

$750mm of PCP shares

    - On August 13, 2013, PCP  publicly announced that the Board of Directors had authorized an additional $750mm for use in PCP's 

stock repurchase program

    - On August 13, 2014, PCP  publicly announced that the Board of Directors had authorized an additional $1bn for use in PCP's stock 

repurchase program

 - On May 13, 2015, the Board of Directors approved a $2.0bn expansion to the Company's existing program to repurchase shares of 

the Company's stock effectively immediately and continuing through June 30, 2017

In May 2015, Board of Directors Believed Share Price Was So Undervalued That It Approves 

New $2bn Share Repurchase Program
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As PCP sped up its share repurchase, BRK also sped up its acquisition of PCP shares. Between June 2014 and June 

2015, PCP spent $1.7bn on share repurchases out of a total of $2.5bn over the last 9 quarters. The cumulative 

blended implied buyback price during the June 2014 through 2015 period was $218 per share. Between June 2014 

and March 2015 (BRK has not released its latest 13F – should be public on August 15, 2015), BRK acquired 2.3mm 

shares of PCP. The combination of PCP buying back shares and BRK acquiring shares increased BRK’s stake in PCP 

from 1.3% to 3.0% (more than doubled its stake). BRK does not need to release the maximum price it paid for 

shares in the last 12 months. However, we believe that under the US regulatory code, an acquirer who buys shares 

in a target 12 months before making a public takeover offer must offer the maximum price the acquirer paid for 

shares in the public markets in the last 12 months. We need to check the US regulatory code. The average PCP 

price between June and Sept 2014 was $243. The average PCP price between Sept and Dec 2014 was $231 and the 

average price was lower thereafter. The analysis highlights that at the very least, that the PCP board has 

recommended an offer that does not include a takeover premium and at the very worst not only does not include a 

takeover premium but also is at a discount to fair value based on a minimum share repurchase IRR. 

 

 

  

Dubious behaviour at best highlights BRK not paying a takeover premium

As PCP increased share repurchase spend June '14 - 15 BRK bought PCP shares in open market more than doubling its stake

BRK first disclosed a stake in PCP in Sept 2012

9/31/12 12/31/12 3/31/13 6/31/13 9/31/13 12/31/13 3/31/14 6/31/14 9/31/14 12/31/14 3/31/15 6/31/15

PCP Shares 517,600 1,184,735 1,184,735 1,184,735 1,184,735 1,184,735 1,184,735 1,084,021 1,084,021 1,297,883 1,505,683

PCP Value of Shares 84,545 224,413 224,649 267,762 269,219 319,049 299,454 273,607 256,783 312,634 316,193

PCP Shares 731,301 792,601 792,601 792,601 792,601 792,601 792,601 792,601 998,201 1,555,805 2,695,109

PCP Value of Shares 119,451 150,134 150,293 179,136 180,111 213,447 200,338 200,052 236,454 374,762 565,973

Total Shares 1,248,901 1,977,336 1,977,336 1,977,336 1,977,336 1,977,336 1,977,336 1,876,622 2,082,222 2,853,688 4,200,792

Total Value 203,996 374,547 374,942 446,898 449,330 532,496 499,792 473,659 493,237 687,396 882,166

  Implied Price per share 163 189 190 226 227 269 253 252 237 241 210

  PCP Avg Price during quarter 202 225 251 259 256 243 231 212 210

  PCP Price Paid for Repurchase 195 221 257 255 249 232 232 209 210

Total Shares Outstanding (mm) 146 145 145 145 143 143 142 139 137

  BRK % of Total Shares Outstanding 1.4% 1.4% 1.4% 1.4% 1.3% 1.5% 2.0% 3.0% 3.1%

PCP Spend on share repurchase ($mm) 156 221 9 194 159 524 194 730 271

Source: Shares outstanding from quarterly filings and excludes impact of dilution, BRK SEC Filings, PCP Quarterly Filings, PCP Annual Filings

 - Between June 2014 and 2015, PCP Spent $1.7bn on share repurchases (70% of total spend in last 9 quarters)

 - Between June 2014 and March 2015, BRK doubled its share count in PCP from 1.9mm to 4.2mm

 - The combination of PCP buying back more shares as BRK bought shares increased BRK's ownership from 1.3% to 3.1%

 - BRK was not selling its shares back to PCP in the share repurchase - BRK was buying shares

 - There is no publicly available data for the price BRK paid for PCP shares between June 2014 and March 2015, but the average 

PCP price was between $212 and $256

 - We believe that under US Securities regulation, if an acquiror was purchasing shares in the target 12 months prior to

an announced transaction, the acquiror must offer the maximum price paid for shares in the last 12 months

    - We are not certain of this regulation and need to check

At best, BRK is paying the same amount to acquire all of PCP then it did to buy shares in the public markets - Therefore

BRK is not paying a takeover premium

The fact that PCP increased its repurchase of shares in the last 12 months as BRK also bought shares in PCP more than 

doubling its ownership % to ultimately make a takeover offer receiving Board Approval at a significant discount to the 

maximum price PCP paid in its share repurchase is questionable to the PCP Board
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How does a Board state: (1) the shares are undervalued at $250 per share; (2) execute share repurchases 

representing 10% of outstanding capital (buying the majority of the shares in the last 4 quarters) at an average 

blended price of $221 with a quarterly blended maximum average of $257; and (3) authorize and recommend the 

sale of the entire business at $235 per share? Is it the Warren Buffett magic? Public shareholders should hold their 

Board of Directors accountable. Ultimately, the public shareholders are those that suffer the destruction of value 

while the Intelligent Investors take advantage and over time generate substantially better returns.  

 

Mr. Buffett has always clearly stated he acquires business when they are undervalued (margin of safety). He will 

not compete in a bidding war. He also states that only people who can focus their time and attention on investing 

should actively invest. Mr. Buffett notes that people who cannot focus their attention on investing should not 

bother using investment managers but rather use low cost index funds: 

“The goal of the non-professional should not be to pick winners – neither he nor his “helpers” can do that – but 

should rather be to own a cross-section of businesses that in aggregate are bound to do well. A low-cost S&P 500 

index fund will achieve this goal.” 

The low cost index funds oftentimes vote or recommend investors vote in accordance to the recommendation of 

the Board of Directors.  

 

It must be nice to obtain a Board of Directors recommendation for a takeover at significantly below fair value and 

take advantage of the low cost index funds that vote in accordance with the recommendation of their Boards. Over 

5 decades, such actions can drive a very substantially difference in performance relative to those very same index 

funds.  

 

If shareholders reject BRK’s offer, it is possible that BRK will not come back with a higher or better offer. 

However, there are several factors that should mitigate investors’ concerns: 

1) BRK has highlighted the undervaluation in PCP by making a bid in the first place at $235; 

2) BRK owns over 3% of PCP and will very likely not sell its stake;  

3) The PCP Board of Directors authorized a $2bn share repurchase in May 2015 (the largest single amount for 

a share repurchase in the last 2 years) and therefore will continue to buy shares in the open market; and, 

4) Fundamental strength of PCP. 

 

The BRK offer for PCP is not the first time a Board of Directors recommends an offer at a price below a reasonable 

fair value. Investors’ should review both of Mr. Murdock’s takeover of Dole and Glencore’s acquisition of Xstrata 

amongst others.  

 

One of Mr. Buffett’s teachers highlighted an investment style based on acquiring businesses who’s balance sheet 

book value was greater than the public markets valuation. Today, few such opportunities exist. Mr. Buffett has not 

only found a business which recently publicly stated its shares were undervalued, but also managed to gain the 

approval of the Board of Directors for a transaction price which is at the very least 20% below a fair transaction 

price. 

 

A potential next step will be the exploration of the PCP Board of Directors and its ties if any to Mr. Buffett or 

Berkshire Hathaway. 
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PCP Board of Directors: 

 

1) Mark Donegan 

2) Don Graber 

3) Gen. Lester Lyles 

4) Daniel Murphy 

5) Vernon Oechsle 

6) Ulrich Schmidt 

7) Richard Wambold 

8) Timothy Wicks 

 

Source Documentation: All Publicly Available Online 

 

1) PCP Website 

2) PCP SEC Filings 

3) BRK SEC Filings 

 

Disclosures and Notices 

 

Soulor Research research and reports express our opinions, which we have based upon generally available 

information, field research, inferences and deductions through our due diligence and analytical process. To the 

best of our ability and belief, all information contained herein is accurate and reliable, and has been obtained 

from public sources we believe to be accurate and reliable, and who are not insiders or connected persons of the 

stock covered herein or who may otherwise owe any fiduciary duty or duty of confidentiality to the issuer. 

However, such information is presented “as is,” without warranty of any kind, whether express or implied. Soulor 

Research makes no representation, express or implied, as to the accuracy, timeliness, or completeness of any such 

information or with regard to the results to be obtained from its use. Further, any report on this site contains a 

very large measure of analysis and opinion. All expressions of opinion are subject to change without notice, and 

Soulor Research does not undertake to update or supplement any reports or any of the information, analysis and 

opinion contained in them. 

 

Investing is a risky activity and can lead to substantial losses. This research report does not provide individually 

tailored investment advice. It has been prepared without regard to the individual financial circumstances and 

objectives of persons who receive it. The securities discussed in this report may not be suitable for all investors 

 

This research report is not an offer to sell or a solicitation of an offer to buy any security. Soulor Research is not 

registered as an investment advisor in any jurisdiction. 

 

You agree that the information in this research is copyrighted, and you therefore agree not to distribute this 

information (whether the downloaded file, copies / images / reproductions, or the link to these files) in any 

manner. 

 


